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SECRET CAIRO 3930 

NATO FOR SECRETARY'S PARTY 

E.O. 11652 GDS 
TAGS: ENRGEG 

SUBJECT: RECENT DEVELOPMENTS IN SUMED NEGOTIATIONS 

1. ON DECEMBER 1 1 MR JOHN O'CONNELL AND TWO SENIOR OFFICERS 
OF BECHTEL INTERNATIONAL BRIEFED USINT ON THE PROGRESS OF 
THEIR NEGOTIATIONS WITH OFFICIALS OF THE MINISTRY OF INDUSTRY 
ON THE SUMED PIPELINE CONTRACTS. AFTER AN APPARENT IMPASSE 
REACHED AT THE END OF THE NEGOTIATIONS ON DECEMBER 10, THE 
DISCUSSIONS ON DECEMBER 1 1 RESOLVED MANY OF THE OUTSTANDING 
POINTS AND SIGNATURE OF THE CONTRACT IS EXPECTED SHORTLY. 

MR O'CONNELL INDICATED THAT THE SECRETARY HAD BEEN BRIEFED 
BY BECHTEL DURING THE PAST WEEK AND ASKED SPECIFICALLY 
THAT THE SECRETARY BE BROUGHT UP TO DATE ON THESE DEVELOP 
MENTS. 
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2. DUE TO THE RISING COSTS, ESPECIALLY IN STEEL PIPE, AND 
TANKS, CAUSED BY THE OIL EMBARGO AND ENERGY CRISIS, 
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BECHTEL STATED AT THE OUTSET THAT THEY WOULD HAVE TO REQUEST 
RET, IFF FROM THIER ORIGINAL BID OF 397.6 MILLION DOLLARS. 

THE MAXIMUM INCREASE WHICH BECHTEL PROTECTED WAS 20 MILLION 
DOLLARS. THE EGYPTIANS INSISTED THAT BECHTEL MAINTAIN ITS 
ORIGINAL AGREEMENT AND WOULD ALLOW NO COST INCREASE. DR 
TAHIR AMIN, DEPUTY CHAIRMAN OF THE GENERAL INDUSTRIALIZATION 
AUTORITY AND ACTING MINISTER OF INDUSTRY THREATENED 
BECHTEL WITH RECALLING THE FRENCH CONSORTIUM "SPIE BATTIGGNOLE 
IF BECHTEL COULD NOT ACCEPT THE ORIGINAL TERMS. 

3. IN A FOUR-HOUR NEGOTIATING SESSION ON 1 1 DF.CF, MERER 
BECHTEL COMMENCED BY INSISTING ON PRICE RELIEF, WHILE THE 
EGYPTIANS REFUSED. THROUGH A SERIES OF PROPOSED AND REIECTED 
FORMULAS.THE FINAL FORM OF THE AGREEMENT WAS REACHED AS 
FOLLOWS: BECHTEL WILL UNDERTAKE A STUDY OF THE PRICE 
INCREASES OF ALL MATERIALS AND EQUIPMENT NEEDED COMMENCING 
OCTOBER 1,1973 AND ENDING IANUARY 31,1974. THOSE PRICE 
INCREASED WHICH CAN BE DIRECTLY ATTRIBUTED TO THE EFFECTS 

OF THE OIL EMBARGO AND RESULTANT ENERGY CRISIS WILL BE 
BORNE BY THE EGYPTIANS— THAT IS, EVENTUALLY BE THE NEWLY 
FORMED ARAB PIPELINE COMPANY (SEE BELOW) THOSE INCREASES 
NOT ATTRIBUTED TO THE OIL EMBARGO WILL BE BORNE BY BECHTEL. 
REGARDLESS OF THE DATE OF SIGNING, THE EFFECTIVE DATE OF 
THE CONTRACT WILL BE IANUARY 31,1974. EGYPT WILL ADVANCE 
FUNDS FROM THE ARAB PIPELINE COMPANY TO BECHTEL STARTING 
DECEMBER 29 TO COVER BECHTEL S PURCHASES OF STEEL PIPE 
(FROM ITALY) AND STEEL TANKS FOR THE TWO TERMINALS 
(FROM US) IF FOR ANY REASON THE CONTRACT IS NOT HONORED 
TITLE OF THESE ITEMS WILL REVERT TO EGYPT. 

4. ONLY ONE CLAUSE IN THE AGREEMENT NOW GIVES BECHTEL CAUSE 
FOR COMPLAINT. THIS STATES THAT IN THE EVENT THAT THE 

US GOVERNMENT ORDERS BECHTEL TO CEASE OPERATIONS, THEN 
BECHTEL WILL BE RESPONSIBLE FOR ANY COST OVERRUNS 
INCURRED BY WHATEVER COMPANY UNDERTAKES TO COMPLETE THE IOB. 
THE EGYPTIANS ARGUE THAT THIS CLAUSE WAS IN THE PROPLSED 
CONTRACT WITH SPIE BATTIGGNOLE, AND THEY INSIST THAT IT 
BE IN THE BECHTEL CONTRACT. BECHTEL HAS STATED THAT SUCH A 
CAUSE WAS APPLICABLE WHEN THE EGYPTIANS WERE DEALING WITH 
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A CONSORTIUM COMPOSED OF COMPANIES FROM SEVEN DIFFERENT 
COUNTRIES, BUT THAT IT HAS NO LEGAL EFFECT OR PRECEDENCE 
IN AMERICAN LAW. BECHTEL IS TRYING TO HAVE THIS CALUSE 
REMOVED BEFORE FINAL SIGNING. 

5. IN A RELATED DEVELOPMENT, THE CAIRO PRESS ANNOUNCED ON 
DECEMBER 1 1 (WITH THE CONSPICIOUS OMISSION OF BECHTEL AS 

THE CONTRACTOR) THE FORMATION OF AN ARAB COMPANY TO FINANCE 
AND HOLD THE SUMED PIPELINE. THE CAPITALIZATION IS AS FOLLOWS: 
EGYPT 200 MILLION DOLLARS: SAUDI ARABIA 80 MILLION DOLLARS 
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KUWAIT 80 MILLION DOLLARS: QATAR 20 MILLION DOLLARS: AND 
ABU DHABI 20 MILLION DOLLARS. NO MENTION WAS MADE OF THE 
ROLE OF THE EXIM BANK MAY PLAY IN THIS FINANCING 
ALTHOUGH MR O'CONNELL OBSERVED THAT ROGER TAMRAZ OF 
KIDDER-PEABODY, BEIRUT WAS IN WASHINGTON DISCUSSING THIS 
MATTER WITH EXIM OFFICIALS. MR OCONNELL ALSO OBSERVED 
THAT AS MUCH OF THE MATERIAL AND MACHINERY NEEDED IN 
THE PIPELINE PROJECT WAS BEING PURCHASED OVERSEAS, THE 
EXIM REQUIREMENT MAY BE SUBSTANTIALLY REDUCED. 

6. COMMENT:: THE DRAMATIC REVERSAL OF THE EGYPTIAAN POSITION 
IS SOMEWHAT DIFFICULT TO ANALYZE AT THIS TIME. IT IS FELT 
THAT THE MAIN REASON BEHIND THE EGYPTIANS REFUSING TO ALLOW 
A PRICE INCREASE WAS THAT BY DOING SO THEY WOULD BE OFFICIALLY 
ACKNOWLEDGING THAT THE OIL EMBARGO WAS NOW AFFECTING ARAB 
COUNTRIES. BECHTEL OFFICIALS FEEL THAT THE REVERSAL WAS DUE 
TO THE FACT THAT THE EGYPTIANS ARE LEGALLY BOUND TO OBTAIN 
THE SIGNATURES AND AGREEMENTS TO THE NW PIPELINE COMPANY BY 
DECEMBER 29TH AND THAT INTIAL DEPOSITS MUST BE MADE BY THAT 
TIME. WITHOUT A FIRM CONTRACT IN HAND AND ESPECIALLY WITH 
BECHTEL, SOME COUNTRIES ESPECIALLY KUWAIT AND SAUDI ARABIA 
MIGHT HAVE WITHHELD THEIR COMMITEMENTS UNTIL THE CONTRAC 
EEEEEEEE 
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